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FROM: Wendy L. Watanab 
Auditor-Controller 

SUBJECT: EXCEPTIONAL CHILDREN'S FOUNDATION CONTRACT REVIEW - A 
DEPARTMENT OF MENTAL HEALTH SERVICE PROVIDER 

We completed a program and fiscal contract compliance review of Exceptiondl 
Children's Foundation (ECF or Agency), a Department of Mental Health (DMH) service 
provider. 

Background 

DMH contracts with ECF, a private non-profit community-based organization that 
provides services to clients in Service Planning Area 5. Services include interviewing 
program clients, assessing their mental health needs and developing and implementing 
a treatment plan. The Agency's headquarters is located in the Second District. 

DMH paid ECF on a cost-reimbursement basis between $1.65 and $3.95 per minute of 
staff time ($99 to $237 per hour) for services or approximately $81 1,000 and $660,000 
for Fiscal Years (FY) 2007-08 and 2008-09, respectively. 

The purpose of our review was to determine whether ECF complied with its contract 
terms and appropriately accounted for and spent DMH program funds providing the 
services outlined in their County contract. We also evaluated the adequacy of the 
Agency's accounting records, internal controls and compliance with federal, State and 
County guidelines. In addition, we interviewed Agency staff. 
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Results of Review 

ECF maintained documentation to support the mental health services billed and that 
staff assigned to the County contract possessed the required qualifications. However, 
the Agency did not always comply with other County contract requirements and billed 
DMH $6,850 (7%) in questioned costs from the $97,061 ($77,388 + $7,091 + $12,582) 
in expenditures sampled. Specifically, ECF: 

Allocated $2,110 in auto insurance costs for a vehicle not used by the DMH 
program. 

Allocated $559 in FY 2007-08 and $2,099 in FY 2008-09 to the DMH program using 
incorrect or unsupported allocation rates. Subsequent to our review, ECF reduced 
their FY 2008-09 program expenditures by $2,099. 

Allocated $2,082 in payroll costs to the DMH program without adequate 
documentation to support the allocation. The Agency's Cost Allocation Plan 
indicated that salaries and wages are allocated based on the time staff reported on 
their timesheets. However, the timesheets for the three Agency staff did not indicate 
the actual hours worked each day by program. 

We have attached the details of our review along with recommendations for corrective 
action. 

Review of Report 

We discussed the results of our review with ECF and DMH. In the attached response, 
the Agency concurred with our findings and recommendations. The Agency also 
adjusted their program expenditures ($2,099 in FY 2008-09) and agreed to repay DMH 
$4,751 ($2,110 + $559 + $2,082). 

We thank ECF management for their cooperation and assistance during this review. 
Please call me if you have any questions or your staff may contact Don Chadwick at 
(2 1 3) 253-030 1 . 

Attachment 

c: William T Fujioka, Chief Executive Officer 
Dr. Marvin J. Southard, Director, Department of Mental Health 
Kevin D. DeBre, Chair, Board of Directors, ECF 
Scott Bowling, Executive Director, ECF 
Public Information Office 
Audit Committee 



DEPARTMENT OF MENTAL HEALTH 
EXCEPTIONAL CHILDREN'S FOUNDATION 

FISCAL YEARS 2007-08 AND 2008-09 

BILLED SERVICES 

Objective 

Determine whether Exceptional Children's Foundation (ECF or Agency) provided the 
services billed in accordance with their County contract with the Department of Mental 
Health (DMH). 

Verification 

We selected 25 billings totaling 3,325 minutes from 37,786 service minutes of approved 
Medi-Cal billings for December 2008 and January 2009. We reviewed the 
Assessments, Client Care Plans and Progress Notes maintained in the clients' charts 
for the selected billings. The 3,325 minutes represent services provided to 15 program 
participants. 

ECF maintained documentation to support the minutes billed. In addition, the Agency 
completed the Assessments, Client Care Plans and Progress Notes in accordance with 
the County contract requirements. 

Recommendation 

None. 

STAFFING LEVELS 

Obiective 

Determine whether the Agency maintained the appropriate staffing ratios for applicable 
services. 

We did not perform test work in this section, as the Agency did not provide services that 
require staffing ratios for this particular program. 

Recommendation 

None. 

A U D I T O R - C O N T R O L L E R  
C O U N T Y  O F  L O S  A N G E L E S  
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STAFFING QUALIFICATIONS 

Obiective 

Determine whether ECF's treatment staff possessed the required qualifications to 
provide the services. 

Verification 

We reviewed the California Board of Behavioral Sciences' website and/or the personnel 
files for seven of ten ECF treatment staff who provided services to DMH clients during 
December 2008 and January 2009. 

Results 

Each employee in our sample possessed the qualifications required to provide the 
services billed. 

Recommendation 

None. 

Objective 

Determine whether cash receipts and revenue were properly recorded in the Agency's 
financial records and deposited timely in their bank account. In addition, determine 
whether there are adequate controls over cash and other liquid assets. 

Verification 

We interviewed ECF management and reviewed the Agency's financial records. We 
also reviewed the Agency's March 2009 bank reconciliations for four bank accounts. 

Results 

ECF maintained adequate controls to ensure that revenue was properly recorded and 
deposited in a timely manner. 

Recommendation 

None. 

A U D I T O R - C O N T R O L L E R  
C O U N T Y  O F  L O S  A N G E L E S  
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COST ALLOCATION PLAN 

Objective 

Determine whether ECF's Cost Allocation Plan is prepared in compliance with the 
County contract and the Agency used the Plan to appropriately allocate shared program 
expenditures. 

Verification 

We reviewed the Agency's Cost Allocation Plan and selected 14 shared expenditures 
totaling $77,388 to ensure that expenditures were appropriately allocated to the 
Agency's programs. 

Results 

ECF's Cost Allocation Plan was prepared in compliance with the County contract. 
However, ECF allocated $4,768 in questioned costs. Specifically, ECF: 

Allocated $2,110 in auto insurance costs for a vehicle not used by the DMH program 
during Fiscal Year (FY) 2007-08. 

Over allocated $559 in FY 2007-08 and $2,099 in FY 2008-09 to the DMH program 
using incorrect allocation rates. 

DMH pays ECF a negotiated rate for their cost-reimbursement contract. At the end of 
the contract year, if the Agency's revenues exceed the actual expenditures on their Cost 
Report, the Agency must repay DMH for the excess amount received. 

Recommendations 

ECF management: 

1. Revise the FY 2007-08 Cost Report to reduce the program 
expenditures by $2,669 ($2,410 + $559) and repay DMH for any 
excess amount received. 

2. Reduce the program expenditures by $2,099 for FY 2008-09. 

3. Ensure that shared costs are allocated in accordance with the Cost 
Allocation Plan. 

A U D I T O R - C O N T R O L L E R  
C O U N T Y  O F  L O S  A N G E L E S  
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EXPENDITURES 

Objective 

Determine whether program expenditures were allowable under the County contract, 
properly documented and accurately charged to the DMH program. 

Verification 

We reviewed financial records and documentation to support six non-payroll 
expenditure transactions totaling $7,091 charged to the DMH program between July 
2007 and January 2009. 

Results 

ECF's program expenditures were allowable, properly documented and accurately 
billed. 

Recommendation 

None. 

FIXED ASSETS 

0 biective 

Determine whether fixed assets charged to DMH were allowable under the County 
contract, properly documented and accurately billed. 

Verification 

We interviewed staff and reviewed the Agency's financial records related to fixed 
assets. In addition, we reviewed two items with depreciation costs of $19,657 that the 
Agency charged DMH during FY 2007-08. 

Results 

The depreciation costs charged to DMH were allowable, properly documented and 
accurately billed. However, ECF did not maintain a complete listing of fixed assets that 
includes the item descriptions, serial numbers and source of funding. In addition, the 
Agency did not perform an annual inventory of their fixed assets. 

A U D I T O R - C O N T R O L L E R  
C O U N T Y  O F  L O S  A N G E L E S  
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Recommendations 

ECF management: 

4. Maintain a complete fixed asset listing. 

5. Perform an annual inventory of their fixed assets. 

PAYROLL AND PERSONNEL 

Obiective 

Determine whether payroll expenditures were appropriately charged to the DMH 
program. In addition, determine whether personnel files are maintained as required. 

Verification 

We traced the payroll expenditures for 18 employees totaling $12,582 to the payroll 
records and time reports for the pay period ending April 17, 2009. We also interviewed 
four employees and reviewed personnel files for 12 employees. 

Results 

ECF properly maintained their personnel files. However, the Agency allocated $2,082 
in payroll costs to the DMH program without adequate documentation to support the 
allocation. The Agency's Cost Allocation Plan indicated that salaries and wages are 
allocated based on the time staff reported on their timesheets. However, the timesheets 
for the three Agency staff did not indicate the actual hours worked each day by 
program. 

Recommendations 

ECF management: 

6. Revise the FY 2008-09 Cost Report to reduce the program 
expenditures by $2,082 and repay DMH for any excess amount 
received. 

7. Ensure that employees' timesheets indicate the actual hours worked 
each day by program. 

A  U D I T O R - C O N T R O L L E R  
C O U N T Y  O F  L O S  A N G E L E S  
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COST REPORT 

Objective 

Determine whether ECF's FY 2007-08 Cost Report reconciled to the Agency's financial 
records. 

Verification 

We traced the Agency's FY 2007-08 Cost Report to the Agency's general ledger. 

Results 

The total Agency expenditures listed on ECF's Cost Report reconciled to the Agency's 
accounting records. 

Recommendation 

None. 

A U D I T O R - C O N T R O L L E R  
C O U N T Y  O F  L O S  A N G E L E S  
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February 35. 20 10 

Arts. Wendy Watanabe 
Auditor-Controller 
500 Wcst Tcrnplc Strect. Roo111 525 
Los Angeles. CA 90012-3873 

Dear Ms. Watanabc. 

Attached is E~cepl ional  Children's Foundation's rcsponsc to your lelter regalding the 
r)epa~-tnicnt of Mental I-Ienlth's contract review. All iiifor~nation was previously 
provided to Ms. Cindy Pak our site nirditor. 

WL' agree [a reimburse Departi~lcnt oSMerltal IIealtli for thc following disalloued 
espenses for FYG 06/30/08: 

$ 3.1 10.00 Auto Insurance 
559.00 Tclcphone Expenses 

2,082.00 Salaries 81 Wagcs 
-----*-------- 

E 4.75 1.00 Total a i n o u ~ ~ t  due to DMI-I 

If ~ n o r c  documcntation is needed. please fell free to contact us. 

Sincerely. 

J&;r 
/ C L  

Sotlhili Robilotta 
V.P. - Finance 

CC: Cindy Pak 

Improving the lives of people with special needs since 1946 
A non.profit 501 (cI(3j tax exempt organization 
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Except~onal Ch~ldren's Foundation - -- -- --- - 

To: Wendy L. Watanabc, Auditor-Controller 

Fro~zi: Sonliui Robilotta 
V.P. - Finance 
Exceptional Children's Foundation 

Sub,ject: Reply to Autlitor-Controller A~ldii of September 2009 

RIZ,LE 1) SERVICES 

Determine whether Exceptional Children's Foundation (IXF or Agency) provided the se~vjccs billed in 
accordarlce with their conkact witli the Dcpartnient of Mental Healtll (DMII). 

Verification 

We judgmcntally sclcctcd 25 billings totaling 3.325 minutes from 57,786 ~ervicc minutes of approved 
Medi-Cal billings for Deccmber 2005 ancl January 2009. Wc reviewed the Assessments. Clie~it Carc 
Pla~is and Progress Notes nialiitained in the cltents' clia~ts for the selected billings. The 3.325 minutes 
represent scrsices provided to 15 program participants. 

Results 

ECF ma~ntained documentation to support the minutes billed. In addition, the Age~icy completed the 
Assessments. Client Care Plans and I'rogress Notes in accordance with the County contract rcquircments. 

Recornmcndation: None. 

ECF's Response: N/A 

STAFFING LEVELS 

0biecti~'c 

Detcrmine ~ h c l h c r  the A g u ~ ~ c y  tiiaintained Lhe appropriate staffing ratios for applicable services. 

We did not perform test work i l l  this secliori as the Agency did not provide services that require staffi~ig 
ratios for this particular progranz. 

Reconimcndatiun: None. 

ECF's Response: N/A 

Improving h e  lives of people with special needs since 1946 
A non-profit 501 (c)13) tax exempf orgoniratiot: 
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STAFFING QUAI,1FlCATIONS 

Obiective 

L)eter~nine whether ECF's treatment staff possessed the required qualifications to provide the services. 

Verification 

We reviewed the Californi~r Roard of Dehaviocal Sciences' wcbsite and/or the personnel files for seven of' 
ten ECF treatnlent staff who provided services to DMM clients during Decen~ber 2008 and January 2009. 

Results 

Each employer in our s a t ~ ~ p l z  possessed the qualifications required to provide the services billed. 

Recommendation: None. 

ECF's liesponse: N/A 

CAS I-TIREVENUE 

Obiective 

Determine whether cash receipts and revenue wcre properly recorded in the Ageney's fillancia1 records 
and deposited timely in their bank account. In addition, determine whether there are adequate controls 

vets. over cash and other liquid 7.. 

Verification 

W e  interviewed ECF manngoment ancl reviewed the Agel~cy's financial records. Wc also reviewed the 
Agency's March 2009 bank reconciliations Ibr four bank ciccounts. 

Results -- 

ECF maintained adequate controls to ensure that revcnne was properly recorded and deposited in a timely 
rnanner. 

None. 

ECF's Response: N/A 
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COST ALLOCATION PLAN 

Obiective 

Detcrniine whether ECF's Cost Allocation Plan is prepared i n  compliarlce with the County contract atid 
the Agency used the Plat1 to allocate appropriately sharcd program cxpe~iditures. 

Verification 

We reviewed the Agency's Cost Allocation Plan and sclected a satuple of expenditures to ensure that 
expenditures were appropriately allocated to the Agency's progratns. 

ECF's Cost Allocation Plat1 was preparcd in cotnpliance with tlie County contract. However, ECF 
allocated $4,768 in qucstioncd costs. Specifically, ECF: 

Allocated $2,1 10 in auto insurance costs for a vehicle not used by the DMI-I Program during Fiscal Year 
(FY) 2007-08. (See response #I) 

Over allocated $559 it1 FY 3,007-08 and $2,099 in FY 2008-09 to the Dhll-I Program. Specifically, ~ h c  
c\gcncy c~roneously used incor~ect allocation rate. (See Resporrse #2) 

DMI-I pays ECF a negotiated rate for their cost reimbursemcnt contract. A1 thc encl oi'the contract year, i f  
the ,4ge11cy's revenues exceed thc actual expenditures on their Cost Report. thc Agcncy must scpay DMH 
for thc csccss amount received. 

1. Revise the FY 2007-08 Cost Report to seduce tllc program espenditures by $2.669 and repay DMH for 
any excess amount received. 

2. Reduce the program expenditures by $2,099 for FY 2008-09. 

3, Ensure that shared costs arc allocated in accordance with the Cost Allocation Plan. 

ECF's RESPONSE: (1) We will repay DM11 S 2,669, as indicated below: 

(A) S 2,110.00 for FYE 06/30/08 - Cost was allocated by rnistakes based on old KEC's procedures prior 
to the rnergcr. We have completely eliminated Auto Insurance Cost cliarges to Mental Hcalth for FYE 
06/30/09 

Over allocated $2,658 to the DMF? Program. S~ccifically, the Agency errot~eously usecl incorrect 
allocation Rate. As Follows: 

S 566.43 - Office Rental 09/01/08 
1,532.99 - Utilities 07/19/08 

559.06 - Te1el)honc ------------- 04/30/08 

S 2,658.45 Total 
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(R) We will repa DMH S559.06 for thc over charged telephone expcnse on FYE 06130108 only - other b costs like Office ental, Utilities and other shared costs has bcerl carcfrllly reviewed and applied after the 
merger which were reflected effective on FYE: 06130i09 

ECF's RESPONSE: (2) Costs were already rcduccd in the amount of $2.099 for FY 2008-09. The 
folloiving expenses were incuned in FYE 06130109 and has beer] reversed. 

.S; 566.43 - Office Rcntai 09/01/08 
1,532.99 - Utilities 07/19/08 ------------- 

S 2,099.42 Total 

ECF's RESPONSE: (3) costs allocations and all expenses has been carefully reviewed and applied after 
the merger which were reflected effcctivc on FYE: 00130109 

EXPENDITURES 

Determine whethcr program expel~ditures were alloa~able undcr the County contract, properly 
documented and accuratcly charged to the DMH Program. 

Verification 

We re~~iewcd financial records and documentation to support 18 non-payroll expenditure transactions 
totaling $84.479 charged to the DM11 program bctween July 2007 and January 2009. 

Kcsults 

EFC's propan1 expendiiurcs werc aliowable, propcrly documented, and accurately billed. 

None. 

ECF's Response: N/A 
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FIXED ASSETS 

Determine whether fixed assets depreciation costs charged to DM11 were allowable under the County 
contract. properly documented and accurately billed. 

Verification 

M'e irlterviewcd staff and reviewed thc Agcncy's financial records related lo fixed assets. In  addition, we 
revieived two items with depreciation costs oS$19.657 that the Agcrlcy charged to the DMH progrant 
during FY 2007-08. 

Results 

The depreciation costs charged to DMM were allowable, properly docun~ented and accurately billcd. 
I-Iowever, ECF did not niaintain a co~nplctc listing of fixed assets that inclrtdes the itctn descriptions, 
serial numbers and sourcc ol'futtding. In addition. the Agcucy did not perform an amiual inventory of 
their fised assets. 

ECF management: 

4. Maintain a completc fised assct listing 

5 .  Perform an annual in\,entory of their lixcd assets. 

EUF's IiESPOlVSE (4 )  A fixed '4ssets Listings has been carefully maintained by both or anizations 
F C F  an "Cj prior and after the merger. Al~hoct h sufficient by external auditor s standar ! s (IWZ).a 
Inore c o i i i k e n s i v e  listings of all assets from all Fbcatioos will be impiemeated to comply with DMH 
requirements. 

ECF's RESPONSE (9) A11 annual inventory of fixed assets and scrial number tracking will bc 
considered it1 the future as financial resources bccotnes available. Documentation for sources of funding 
for assets acquired will be accuratety tracked for DMFI purposes. 
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PAYROLL AND PERSONNEL 

Determine whether payroll expenditures were appropriately charged to the DhIFI Program. In addition, 
determine whether personnel files are maintained as required. 

Verification 

We traced [he payroll expcnd~tures for 18 cn.~ployccs totaling $12.582 to the payroll records and time 
report5 for the pay period ending April 17,1009. We also interviewed four employees and reviewed 
personnel files for thc 12 employees. 

Results 

ECF properly maintained their personnel files. I-Iowever, the Agency allocated $2,584 to the DMFI 
Progratn for five employees' payroll costs without adequate docu~nc~ltation. 'The Agency's Cost 
Allocation Plan indicated that salaries and wages are allocated based on staff's titneslieets iildicating their 
time spent on the program. I-fowever, the staff's timesheets did not indicate actual hours worked each day 

warn. by Pro0 

6 .  Provide docun~entation to support the $2,584 charged to the DMH Progmm and reduce the FY 2008-09 
program expenditures for the a~nounts not supported. 

7. Ensure thal employees' timecards indicate thc actual hours worked cach clay by program. 

ECF's RESPONSE: ( 6 )  We will repay DSITI $2,082.00 for the disallowed allocation charges 
exceeding 10% of the Cost i\llocation Plan for Michelle, Charlessa, and Julio. Tlie 2 hourly r~npIoyees 
in question totaling $ 502.00 were cleared by the auditor. We have previously discussed thcse findings in 
detail with the auditors who were at our site. Allocations were based on computed square footage based 
on the program's actual occupancy including applicable Cotnmon Area and has been applied correctly 
(Those employees' services are shared costs of the KEC Site i.e. Building Maintenance, Receptionists, 
etc.). 

ECF's liesvonsc (7): For the FYE ending OG/30/08, timcshcets were not ~narkcd with t11c exact hours for 
the five employees i~idicated nrho were on hourly basis. but their hours are properly accounted for it. For 
FYE 06130109 !nost timesheets tvcrc marked with exact hours worked per day as suggested by the 
auditors. 
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COST REPORT 

Objective 

Determine whether ECF's FY 2007-08 Cosl Report rcconciied to the Agency's financial records. 
Verification 

We traccd the Agency's FY 2007-08 Cost Report to tlte Agency's gcnesal ledger. 

Results 

The total Agency expenditures listed on ECF's Cost Iieport reconciled to thc Agcncy's accounting 
records. 

Recolnlnendntion 

None. 

ECF's Response: IVIA 


